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Introduction 


Are you and your co-workers interested in buying a controlling 
interest in your employer's company? Is your employer's 
company for sale due to owner retirement, divestiture by the 
parent company, or for other reasons? If so, Ontario's 
"Employee Ownership Program" could help you. 


As part of the province's Industrial Policy, the Ontario 
Government created the Employee Ownership Program to help 
meet economic challenges and encourage economic renewal. As 
an employee investor, you may qualify for Ontario Tax Credits. 


This Guide explains the eligibility requirements, program bene- 
fits, and how you Can participate. 


How the Program Works 


To acquire controlling ownership of its employer company, an 
interested employee group must first set up an Employee 
Ownership Labour Sponsored Venture Capital Corporation (EO). 
This is done by following the process described in this guide 
and registering with the Ministry of Finance. Once registered, 
the EO issues shares to eligible employees. Employees who buy 
shares may receive tax credits from the Government of Ontario, 
based on the amount of their investment in the EO. With the 
funds raised from the sale of these shares, the EO purchases 
controlling ownership of the employer company on behalf of its 
employee shareholders. 


Eligible Business 


« The employer company must be a taxable Canadian 
corporation or partnership, or a worker co-operative. 


» The company must have a permanent location in Ontario, © 


paying at least 25 per cent of its total wages to Ontario 
employees. la 


» The current owner(s) must be prepared to sell over 50 per cent 
of the business to the employees, or to the employees and an 


outside investor, with the employees obtaining at least 40 per 
cent ownership. 


= The company must have been in the same line(s) of business 


throughout the last two years and at the time of transfer of _ 
ownership. _. 


Goverawens 


Publication: 
Eligible Employees 


= An eligible employee is defined as someone who works an 
average of at least 15 hours each week, either year-round or 
on a regular seasonal basis, at the employer company. 
Recently terminated employees who have been rehired, and 
prospective employees may also be eligible. 


. Participating employees must be Ontario residents and cannot 
already individually own 10 per cent or more of the employer 
company. 


= Participation in the ownership plan must be open to all eligible 
employees. 


« The employee ownership proposal must receive majority sup- 
port from the eligible employees who participate in a vote 
supervised by the Ontario Labour Relations Board. 


Investment Tax Credits 


The Employee Ownership Program provides Ontario income tax 
credits to individual employee investors. The tax credits are 
based on a maximum lifetime investment into an EO of 
$150,000. The maximum amount may be invested in a single 
year, but tax credits may only be claimed based on annual 
investment increments of $15,000. A maximum tax credit of 
$4,150 per year is calculated as follows: 


= 20 per cent on the first $3,500 investment ($700 credit) 


= 30 per cent on the next $11,500 investment in the same year 
($3,450 credit). 


Any credits allowable, but not claimed in any given year, may be 
carried forward and claimed in future taxation years. With the 
maximum lifetime investment of $150,000, investors could qual- 
ify for a lifetime total of $41,500 in tax credits claimable at a 
maximum rate of $4,150 per year. 


The tax credits cannot be received as cash or used to reduce 
federal taxes owing. These credits are claimed on the TIC 
(ONT.) TC form which is included in the income tax return 
package. 


Tax Credit Repayment 


Shares must be held by the employee for at least five years. 
Any tax credits claimed must be repaid if the shares are 
redeemed (cashed-in) within the initial five-year holding period. 
Exceptions will be made in cases where the purchaser: 


= dies; 


=» becomes disabled and permanently unfit for work, or 
terminally ill; 


= transfers the shares to the purchaser's (or spouse's) Registered 


Retirement Savings Plan, or Registered Retirement Income 
Fund; 


=» reaches the age of 65 or retires, whichever comes first (with a 
minimum two-year holding period); or 


» involuntarily leaves the company (for reasons other than 
dismissal for just cause). 


Employee Ownership 
Approval Process 


» Your employee group must prepare a comprehensive business 
plan outlining the details of the purchase of the employer 
company by the EO. 


« If the employer company has assets greater than 
million and more than 500 employees, the bus 
must be reviewed by the Employee Ownership A 
(EOAB) to assess the plan's economic viability. 
makes its recommendations to the Minister of 
Development and Trade who will submit the proposal to t 


Cabinet of Ontario for approval. For assistance at this sta 
contact: 


Employee Ownership Section, 
Strategic Investments Branch 


Ministry of Economic Development and Trade ( 
(416) 314-8286 — 


if the employer cor 
assets and fewer t 


« The employees must be counselled by an independent advisor 
about the proposed investment. Help in locating an indepen- 
dent advisor is available from the Strategic Investments 
Branch, MEDT. 


= Once the EOAB has reviewed the investment proposal (where 
required), and the employees have been provided with the dis- 
closure document and counselled by an independent advisor, 
the Ministry of Finance will arrange for a vote open to all eligi- 
ble employees. The vote will decide on the formation of an 
EO for the purpose of acquiring majority ownership of the 
employer company. The vote must be conducted under the 
Supervision of the Ontario Labour Relations Board (OLRB). 


« If a majority of employees participating in the vote are in 
favour of setting up an EO, the employee group will then have 
to apply to the Ministry of Finance to register its EO. Once reg- 
istered, the EO may issue Class A shares to eligible employee 
investors. The Ministry of Finance issues tax credits to 
investors based on their purchase of Class A shares in the EO. 


» The Ministry of Finance has overall responsibility for adminis- 
tering the Employee Ownership program. Corporations regis- 
tered under the program must provide annual share valua- 
tions, performed by an independent qualified valuator, to their 
shareholders, and file these valuations with the program 
administrators at the Ministry of Finance. Quarterly valuations 
by management must also be provided to shareholders and 
filed with the program administrators at the Ministry of 
Finance. 


sistance, ona 
possible s 
cquiring 


independent Advisor 


In addition, MEDT will assist employees, as a group, with the 
cost of hiring an independent advisor to explain the proposal 
before the formal vote. The role of the independent advisor is 
to help employees make their own decision on the over-all bene- 
fits and risks of an employee buyout of their employer company. 
This review will take place in a meeting and provide the oppor- 
tunity for employees to ask questions. Up to 90 per cent of the 
cost of hiring the independent advisor may be paid by MEDT. 


Investor Caution 


These investments, by their nature, involve risk. As an 
employee you must consider your choices carefully before 
making an investment in an EO. 


The Government of Ontario does not guarantee the success of 
any employee venture or the value of an investment. 


How to Apply 


For more information on employee ownership, contact: 


Ontario Investment and Employee Ownership Program 
Business Investment Plans Section 
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